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INDONESIA - Key Economic Indicators 


Exchange rate: 
1981: US$1.00=630 Rupiah 
1982: US$1.00=660 Rupiah 
1983: US$1.00=970 Rupiah 


1981 1982 1983 


Population (million midyear) 150 153 156 


GDP (3 growth in constant 1973 prices) 7.9 2.3 2-38 
GDP million, current prices) 86,500 90,350 - 


Per Capita ($) 540 590 - 
Consumer Price Index 180 198 220 (Oct. ) 


Money Supply (Rps. billion-Dec. 31) 6,486 7,381 7,823 (Sept. ) 


ae Investment Approvals (non-oil) 


{ million) 1,012 1,291 1,5008 
Net Official Int'l Reserves 


($ million -Dec. 31) 6,244 4,154 4,500a 
External Official Debtb 15,709 17,500 22,0008 
(Disbursed - $ million - Dec. 31) 
Debt Service ($ million) 2,100 2,500 2,7008 


GOVERNMENT BUDGET (Rps. Billion)© 81/82 82/83 83/84 

Actual Actual Budget 
Routine Expenditures 6,978 6,996 7,275 
Development Expenditures 6,940 7,360 9,290 
Domestic Revenues i2,a49 12,418 13,823 
Dev. Receipts (external loans and grants) 1,709 1,940 2,742 


OFFICIAL BALANCE OF PAYMENTS 
($ million)¢ 81/82 82/83 83/844 
Actual Actual Estimate 
Overall Balance (change in off. reserves) -988 -3,280 1,000 
Current Account -2,790 -6,715 -5,500 
Exports, Merchandise 22,994 18,751 18,700 
Oil and LNG (gross) 18,824 14,858 14,000 
Non-oil 4,170 3,893 4,700 
Imports, Merchandise 19,969 20,364 18,500 
Oil and LNG sector imports 5,408 4,874 4,500 
Non-oil 14,561 15,490 14,000 


U.S.-Indonesian Trade ($million)e 1981 1982 1983a 
Indonesian Exports to the U.S. 6,022 4,224 4,400 
U.S. Share of Indonesian Exports (%) 18.3 22.5 24.7 
Indonesian Imports from the U.S. 1,297 2,017 1,800 
U.S. Share of Indonesian Imports (%) 13.5 14.2 14.0 


Source: Bank Indonesia, Central Bureau of Statistics, Ministry of Finance, 
Investment Coordinating Board, U.S. Department of Commerce, Embassy Estimates. 


Ne nee ene ee 
--“Embassy estimates. 


--"Government debt, including debt of state corporations such as Pertamina 
and Garuda. 


--CIndonesian FY April 1 to March 31 (Source: FY 83/84 Budget). 
-“dsource: FY 83/84 budget and the statistical annex to the President's 


August 16, 1983. ee ; 
ibe re Saeed on U.S. Department of Commerce statistics, while market 


share is calculated using Indonesian official statistics. 





SUMMARY AND PROSPECTS 


The Indonesian real economic growth rate of 2.25 percent in 1982 
coming after remarkable real growth rates of 9.9 and 7.9 percent in 
1980 and 1981 underscored the vulnerability of the Indonesian economy 
to depressed international markets and weak oil prices. These factors 
led to a turnabout on the current account of about 9 billion dollars in 
two years, with a deficit of 6.7 billion dollars for FY 1982/83. More 
recently, however, the GOI's package of strong economic measures -- an 
austere FY 83/84 budget, a reduction in domestic oil subsidies, a 28 
percent devaluation of the rupiah, the rephasing of major public sector 
investment projects and liberalization of the banking sector -- is 
beginning to show concrete results; in fact, the current account 
deficit for FY 83/84 may be reduced below 5.5 billion dollars. In 
addition, capital outflows have reversed and official foreign exchange 
reserves have risen to around 4.5 billion dollars. Oil exports are 
holding up, non-oil exports are showing strong gains and inflation will 
likely be held to 12 percent in 1983. Thus while real growth will 
probably not exceed two-three percent in 1983, the economy shows signs 
of positioning itself for more sustained growth in 1984 and 1985. 


External resource constraints following from depressed internatonal 
markets, including oil, and the deferral of several major government 
projects are affecting export sales to Indonesia. Nevertheless, there 
are still numerous opportunities available. Government projects in 
agriculture, energy, minerals (notably coal), and heavy industry ensure 
a continuing demand for American consulting expertise and capital 
equipment. The Indonesian private sector is displaying its faith in 
the Indonesian future by investing in agricultural processing, light 
and heavy industry, and oil and gas services; it provides a growing 
market for American exporters. Trade financing is critical in 
Indonesia, but here too the US Exim bank and the U.S. private sector 
are active. There are four full-service U.S. branch banks in Jakarta 
and 10 representative offices as well as scores of U.S. bankers who 
visit the country regularly from Hong Kong or Singapore. The 
Indonesian Government has modified its financial regulations to 
encourage the establishment of leasing companies. Ten major U.S. bank 
and non-bank leasing affiliates have already opened in Jakarta. These 
companies are providing new financing mechanisms which can be used by 
American exporters to improve their position in this market. 


DOMESTIC ECONOMIC DEVELOPMENTS IN 1982 AND 1983 


After remarkable real growth rates of 9.9 percent and 7.9 percent 
in 1980 and 1981, the sharp turnabout in economic conditions in 1982 
resulted in a marked slowdown in growth to 2.25 percent. A slackening 
in external demand reduced Indonesia's oil production 17 percent from 
$85 million barrels in 1981 to 488 million in 1982. Declining export, 
and consequently budgetary, revenues led to a slowdown in government 
expenditures as the government sought to adjust to a worsening balance 
of payments situation. A continuing decline in non-oil exports not 
only affected the current account but also had a depressing impact on 
domestic employment and incomes. Growth in the agricultural sector 
also faltered, as a severe drought in the second half of 1982 held back 





4 


the dry season output of some food crops to the point where food crop 
production in 1982 increased by only 1.5 percent over 1981. And real 
value added in manufacturing rose by only 1 percent in 1982, compared 
with an increase of 10 percent in 1981 and an average increase of 14 
percent in the previous four years. 


The domestic economy in 1983 remains relatively sluggish; real GDP 
will likely grow between two-three percent. There has been some 
rebound in the oil sector and non-oil exports are up substantially, but 
the rest of the economy, including the agricultural sector, remains 
weak. Public sector expenditures are expected to contribute relatively 
little to growth. Monetary growth has been less than 8 percent over 
the past 12 months. In spite of the effects of the domestic oil price 
increase and the devaluation in March, inflation has moderated as weak 
domestic demand and wage restraint continue to hold down domestic price 
increases. Inflation as measured by the Consumer Price Index will 
likely be in the 12 percent range for 1983. Unemployment will grow 
slightly and real wages will decline somewhat. 


EXTERNAL ECONOMIC DEVELOPMENTS 


Indonesia's balance of payments during the 1982/83 fiscal year 
(April 1 - March 31) remained in deficit as a result of a substantial 
decline in oil and gas export revenues coupled with a fall in non-oil 
exports and a continued, though moderate, growth in imports. The 
current account deficit for 1982/83 was 6.7 billion dollars. Gross oil 
and gas export revenues declined 22 percent to 14.9 billion dollars in 
1982/83, while non-oil export earnings were only 3.9 billion dollars, 
down 7 percent from 81/82 which in turn was down almost 35 percent from 
the record high of 6.2 billion dollars registered in 1979/80. Non-oil 
imports rose about 16 percent to 15.5 billion dollars in 1982/83, 
compared to an increase of 21 percent in 1981/82. The official balance 
of payments deficit in 1982/83 was 3.3 billion dollars. 


The continuing effect on the economy of the western recession and 
soft oil demand led to increased pressure on the balance of payments 
during early 1983. With foreign exchange reserves also declining it 
became evident that the government would have serious difficulties in 
financing its ambitious development program. The government faced the 
prospect of a current account deficit of as much as nine billion 
dollars for FY 1983/84 even assuming a relatively optimistic oil 
scenario. Also, in spite of a successful one billion dollar jumbo loan 
syndication at favorable terms and conditions in March, 1983, it became 
evident that international lending conditions were changing. 

Indonesian policymakers began to speak in public about the need to 
refrain from excessive foreign borrowing as a means of protecting the 
Republic's favorable external debt and debt service position. Amid 
rumors of a possible devaluation, speculative capital outflows began to 
exert increasing pressure on the rupiah, despite government policies of 
tight credit controls, expansion of swap lines, and a gradual 
depreciation of the rupiah against the U.S. dollar (about 9 percent in 
1982). The decision to cut the price of Indonesia's crudes five 
dollars a barrel in conjunction with the March OPEC decision, further 
intensified the search for policy alternatives to handle the balance of 
payments and budgetary crunch. 
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GOVERNMENT RESPONSE TO ECONOMIC ADVERSITY; DEVALUATION, REPHASING 
AND EXPENDITURE REALLOCATION 


On March 30, 1983 the government devalued the rupiah against the 
U.S. dollar by 28 percent from Rps. 704 to Rps. 970 to the dollar. 
While the devaluation of the rupiah may have been precipitated by 
speculative pressure on the currency, it was also an important policy 
measure to stimulate the development of non-oil exports over the medium 
term as well as to restrain imports. The government coupled its 
devaluation announcement with a major policy statement by Coordinating 
Minister Wardhana which re-affirmed Indonesia's commitment to a free 
foreign exchange regime. The import-limiting effects of the 
devaluation should ideally also enable Indonesia to avoid too heavy a 
reliance on stringent import restrictions, a policy which is extremely 
difficult to administer. 


The devaluation was seen by government officials as a necessary but 
not sufficient step to deal with its economic difficulties. 
Consequently, on May 8, Coordinating Minister Wardhana announced that 
the government was “rephasing" four major investment projects worth 
over 5 billion dollars (Bintan Alumina, Musi Refinery, the Plaju 
Aromatics Center and the Olefins Complex). Subsequently, the President 
issued two Presidential Orders (KEPPRES Nos. 12 and 13) on May 14 and 
May 19, 1983 which provided general instructions for government 
departments on rephasing priorities. The Orders made it clear that the 
government would review carefully virtually all projects with foreign 
exchange content. The rephasing was aimed at restricting foreign 
exchange expenditures, including those funded by foreign credits, and 
ensuring that projects with a high impact on domestic employment 


received priority. The government also decided that savings in rupiah 
expenditures associated with rephased projects would be switched to 
alternative activities with a high domestic material and employment 
content. As Minister Wardhana said when announcing the rephasings, the 
Trupiah savings from these rephasings could "now be used to build new 
schools, new roads, new bridges, and new irrigation units for other 
development projects that are labor-intensive in nature." 


The drastic revision of the public investment program is having a 
dramatic effect on the balance of payments, foreign borrowing, and the 
government budget. The government reportedly reviewed 125 major 
projects, in various stages of planning and execution, covering a wide 
range of sectors, including manufacturing, mining, petrochemicals, 
agriculture, power, transportation and communications. Total foreign 
exchange expenditures for these 125 projects were estimated to amount 
to 21 billion dollars. The government decided to cancel, postpone, or 
rephase 48 projects. This decision resulted in foreign exchange 
savings of about 10 billion dollars, of which about three billion 
dollars is to be realized in FY 83/84 and the remainder in subsequent 
years. 





CREDIT, TAX REFORM AND DEREGULATION 


The Indonesian Government has made a number of major policy 
adjustments to changed external economic circumstances. Rephasing and 
devaluation, while having important medium and long-term implications, 
were primarily geared toward short-term objectives. The credit and 
banking measures introduced on June 1 and the tax legislation currently 
before Parliament have as their primary objective the mobilization of 
domestic financial resources and the promotion of more efficient use of 
both private and public sector investment funds. The President and 
several ministers have also announced that government regulations 
affecting the Indonesian private sector will be simplified in order to 
enhance its contribution to the Indonesian development effort. 


Many observers consider the financial reform measures undertaken on 
June 1 as the most significiant change in the monetary system in over a 
decade. During the period 1978-81 much of the substantial credit 
expansion to the private sector and to public enterprises was in the 
form of low interest loans, made possible by Bank Indonesia's 
"liquidity (rediscount) loan facility". With the slackening of oil 
revenues, new domestic resources had to be mobilized. The reform 
package contained three important measures; (1) government ceilings on 
most deposit and lending rates at state banks have been lifted, (2) the 
detailed rediscount mechanism has been simplified in order to restrict 
access to subsidized credit for only the highest priority sectors, and 
(3) the government lifted credit ceilings on banks so as to encourage 
state banks to become more commercially oriented and to be more 
aggressive in seeking deposits. One immediate effect of the higher 


interest rates has been to lure some Rupiah 600 billion from the public 
into the banks. Thus the inflow of capital from offshore which took 
place after the devaluation has received a further boost by higher 
deposit rates. The financial system is subsequently flush with 
liquidity and now faces the challenge of directing these funds into 
productive industrial growth and export diversification. 


During the past few years, oil corporate taxes have accounted for 
as much as 55-60 percent of all government revenues. With the change 
in external oil demand, the government has seen the need to prepare for 
a very different fiscal policy future, one that requires changing the 
structure of non-oil taxes and increasing revenues. Consequently, on 
November 5, Finance Minister Radius Prawiro sent new tax legislation 
which had been under preparation for over two years to the Indonesian 
Parliament. The new legislation seeks to cut through much of the 
complexity and inscrutability of old law and practice and has, as major 
features, simplicity and enforceability. The bill would lower personal 
income tax rates from a maximum of 50 percent to 35 percent and 
corporate tax rates (except for oil companies) from a high of 45 
percent to 35 percent. Personal income taxes in 1982 only accounted 
for 2.3 percent of government revenue; the new legislation in raising 
exemptions to much more realistic levels would reduce the number of 
nominally eligible taxpayers while improved administration should 
increase the total of actual taxpayers. In the corporate area, the 
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lower tax rate should compensate for the previous holiday and tax 
credits for new investments which have been removed in the tax 
proposals. Another important element of the new legislation is the 
replacement of most sales and excise taxes (which generated 31 percent 
of non-oil tax revenues in 1982) with a 10 percent Value Added Tax. 
The bill also introduces new tax administrative procedures which are 
intended to improve collection, processing and enforcement. 


During the President's Independence Day Speech of August 16, he 
Stated that due to the importance of private domestic business in 
development, the private business climate must be improved. The 
President said in this context that "all permits hampering business 
activities must be abolished." While specific decrees implementing 
such measures have not yet been promulgated, various ministers have 
addressed this concern in some detail. Recently, for example, Dr. 
Sumarlin, Minister for National Development Planning, told the 
provincial boards of the development agency that a review of such 
obstacles to business growth must be completed before the beginning of 
the new Five Year Plan (April 1, 1984). 


1983/84 BALANCE OF PAYMENTS OUTLOOK 


The devaluation and rephasing decision are having a positive impact 
on the FY 1983/84 balance of payments and the overall Indonesian 
external account position. Assuming continued production at 1.3 MBPD 
at 29 dollars per barrel, Indonesia's oil and gas earnings in 1983/84 
on a net basis (excluding payments to foreign oil companies and oil 
imports) have been estimated by Bank Indonesia at 6.4 billion dollars. 
Western recovery and the devaluation are boosting non-oil exports; 
these could be up as much as 20 percent to 4.7 billion dollars. The 
non-0il services deficit will likely come in at around 2.7 billion 
dollars. The devaluation, rephasing and the recession are having a 
dramatic effect on non-oil imports; these will probably decline about 
10 percent in FY 83/84 to 14 billion dollars. Thus, a current account 
deficit in the 5.5 billion dollar range for 1983/84, a major reduction 
from 1982/83, seems likely. Official capital inflows are holding up 
very well and it is expected that the GOI will conclude Fy 83/84 with a 
balance of payments surplus. Official foreign exchange reserves, which 
dropped by over 3 billion dollars in 1982/83, were around 4.5 billion 
dollars in September as a result of capital inflows after the March 30 
devaluation and increased exports coupled with lowered imports. In 
addition, net foreign assets of the state commercial banks are still 
over 3 billion dollars. 


DEBT SITUATION 


Indonesia is in a relatively comfortable position with regard to 
its foreign debt. Public and publicly guaranteed and outstanding debt 
was around 21 billion dollars on March 30, 1983; including undisbursed 
debt it was around 34 billion dollars. Indonesia has a favorable mix 
of concessional and floating rate debt at an average term of around 15 
years. The Government of Indonesia has virtually no short-term debt. 
Official debt service for FY 83/84 will be about 2.7 billion dollars 
(1.5 billion principal, 1.2 billion interest). Official debt service 
payments for FY 1983/84 on a net basis (i.e. exports net of oil sector 
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imports and service payments) will rise to around 22 percent. The 
figures on public debt do not, of course, include private sector 
foreign debt. While exact statistics on private sector foreign debt 
are not available, most observers estimate it at between 5-6 billion 
dollars, approximately equally split between short and long-term. 


REPELITA IV (1984-1989) 


President Soeharto in his annual state of the economy speech on 
August 16 outlined broad objectives for the IVth Five Year Plan which 
will begin on April 1, 1984. The President said that a realistic 
growth rate of five percent has been estimated for the duration of 
Repelita IV. The only sectoral growth rate projections revealed were 
the manufacturing growth rate of 9.5 percent and the agricultural 
growth rate of 3 percent, both under the rate of growth enjoyed in 
Repelita III. The President also acknowledged the problem of 
employment creation implicit in slower growth. Indeed, finding 
employment opportunities for the 1.9 million new job entrants annually 
is a major priority in the Plan. The government is seeking to 
emphasize job-creating and labor intensive industrialization and 
increasing the volume of value-added exports in relation to raw or 
unprocessed commodities. 


PETROLEUM DEVELOPMENTS 


The OPEC decision to establish a $29 benchmark price continues to 
have a positive effect on Indonesian petroleum production. During late 
1982 and early 1983 production was substantially below Indonesia's OPEC 
ceiling of 1.3 million b/d due to sluggish demand both domestically and 


internationally. As a result, crude inventories were near capacity. 
Following the price change, inventories were rapidly drawn down and 
production picked up. Indonesia is having little trouble producing and 
marketing its ceiling of 1.3 million b/d of crude as well as an 
additional 100,000 b/d of condensate not included in the quota. 


In 1982 both production and exports were off. Production of crude 
and condensate was 488 million barrels vs. 585 in 1981, down about 17 
percent. Exports were 320 million barrels vs. 383 in 1981. As in the 
past, just over 50 percent of exports went to Japan. From January to 
October 1983, exports averaged 928,000 b/d, with product, largely low 
sulphur waxey residual, adding an additional 90,000 b/d to this number. 


LNG exports continued strong, up 6 percent over 1981 to 2,640 
million dollars. An accident at Badak LNG plant in April put one train 
out of commission until November 1983. However, acceleration of the 
time table for putting Badak expansion trains C and D on stream early 
and rapid repair of train B minimized the impact on Indonesia's ability 
to export. In August a contract to supply 2 million tons of LNG per 
year to Korea was signed. Bids for construction of a sixth 
liquifaction train at Arun were requested in late November. The Korean 
contract marks the first time that Indonesian firms will participate in 
providing transportation of the LNG. 





Foreign oil companies continued their spending programs. 1983 
budgets showed a slight increase to 4.4 billion dollars compared to 
1982's 4.2 billion dollars. According to Pertamina, actual expenditures 
for this year are on or near schedule to meet those budgets. 


The domestic market continued to consume roughly 35 percent of 
production, however, the rate of growth dropped substantially during 
1982 to less than four percent. This slowdown was the result of weak 
demand in the face of the general economic slow-down and the impact of 
a 60 percent price increase imposed in January 1982. The trend has 
continued with the growth rate in consumption for 1983 even lower 
following another price increase implemented in January 1983, a 
weighted average of 47 percent. The products most affected by the 
latest increase were kerosene and diesel which together account for 60 
percent of consumption. 


It is unclear as yet what the impact of the decision to delay 
several major petrochemical projects will be. Projects affected 
include a 1.4 billion dollars olefins complex in North Sumatra and the 
aromatics complex in Central Sumatra. Some related work may go forward 
for both projects. Given the lower growth rate of demand for petroleum 
products, it appears that putting off construction of a planned fourth 
major refinery, at Musi, (near Palembang) will not significantly affect 
Indonesia's plans to become self-sufficient in refining capacity. 


Efforts to diversify Indonesia's domestic energy supply continue 
but at a slow pace. Contracts for development of geothermal contracts 
have been signed with foreign firms. Work is still in early stages but 
some production is now anticipated by 1986. Progress on the 
rehabilitation and expansion of the Bukit Asam coal mine which will 
provide coal for a thermal generating facility on West Java has slipped 
somewhat. Proposals to develop the Ombilin mine have also been 
delayed. While coal production sharing contractors continue their 
exploration work in Kalimantan, no plans to develop the discoveries 
have yet been completed. 


AGRICULTURE 


After registering impressive production gains, both total and on a 
per capita basis, during 1980 and 1981, the agricultural sector stalled 
in 1982 and 1983. The increases of the earlier years, as well as the 
stagnation of recent years, are both due almost entirely to the 
performance of one crop, rice. Rice plays such a predominate role in 
Indonesia's agricultural scene that its fortunes highly influence the 
well-being of the farm sector and then extend to such areas as the 
balance of payments and foreign exchange holdings. 


The long drought of 1982 was broken in December of that year. 
However, planting of the main 1983 rice crop was delayed and water 
supplies were reduced. Thus, after recording three consecutive annual 
production gains, the output of rice declined slightly in 1983. That 
the drought did not have a more profound impact is probably due in most 
part to the government's production promotion programs which, while 
concentrated on rice, extend to several other crops. 
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Drought related production declines in 1983 will also be registered 
in the output of such commodities as sugar, coffee, and coconut and 
products. On the other hand clove and tea production reached their 
highest levels in recent years and corn output rose about 10 percent. 


Indonesia was nearly self-sufficient in rice during 1981 and 1982, 
importing only 332,000 metric tons in the latter year. This 
represented less than two percent of human consumption that year. 
However, with Indonesia's rice consumption increasing about six percent 
annually in recent years, substantial rice imports - currently 
estimated at about 1.3 million metric tons - will be required in 1983 
to offset the lack of production gain this year. 


While expending more foreign exchange on rice in 1983, the GOI took 
various steps to reduce expenditures for a number of other foodstuffs. 
One such action occurred in December 1982, when decrees were 
promulgated which temporarily banned the imports of a number of fresh 
and processed fruits and vegetables, including such U.S. furnished 
items as apples and grapes. Subsequently, imports of these items were 
made the sole responsibility of two government operated trading 
companies. To date, these companies have not undertaken imports of a 
number of fresh items, but some processed foodstuffs are again being 
imported, albeit in smaller quantities than in past years. 


Throughout most of Indonesia the rainy season arrived at its normal 
time and generally rainfall has been at or above average during the 
early part of the season. All this foreshadows a good rice harvest in 
1984. Likewise, output of most foodstuffs and other agricultural 
commodities should benefit and employment of agricultural labor should 
increase. But, as with farming everywhere, a number of things could 
happen before harvest; a crop is not made until it is in the barn. 


While the Indonesian government may - realistically - be 
forecasting a lower growth rate for the agricultural sector during the 
upcoming Five Year Plan period, there will be no lessening of the 
attention paid to the sector. Programs to stimulate greater 
production, such as subsidized inputs, and extensive credits, as well 
as guaranteed floor prices for basic commodities, will be continued. 


IMPLICATIONS FOR THE UNITED STATES: US EXPORT BOOM IN 1982 


U.S. exports to Indonesia (based on U.S. statistics) reached an 
all-time high in 1982, increasing by 56 percent to $2,017 million. 
Indonesian exports to the United States, meanwhile, which rose 16 
percent in 1981, fell 29 percent to 4,224 million dollars. In 1982 
crude petroleum constituted 76 percent of U.S. imports from Indonesia 
($3,230 million). Next in importance were rubber ($272 million), 
petroleum products ($184 million), coffee ($132 million), unwrought tin 
($75 million), electronic components and parts ($74 million), wearing 
apparel ($63 million), plywood and veneer ($52 million dollars), 
natural gas ($38 million) and spices ($30 million). Interestingly, 
while all commodity exports from Indonesia to the U.S. in 1982 were off 
a great deal, manufactured exports rose substantially led by plywood 
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and veneer (up 86 percent), wearing apparel (up 66 percent) and 
electronic parts and components (up 51 percent’. 


Major U.S. exports to Indonesia were: agricultural products --- 
$457 million --- wheat ($156 million), cotton ($100 million), oilseeds 
($96 million) and tobacco ($36 million); chemical and related products 
--- $254 million --- synthetic resins ($101 million), organic chemicals 
($42 million), inorganic chemcials ($30 million), fertilizers ($39 
million) and pharmaceuticals ($18 million); and machinery and transport 
equipment: --- $970 million --- aircraft and parts ($263 million), power 
generating machinery and equipment ($193 million), industrial machinery 
($160 million), specialized industrial machinery ($160 million) and 
electric equipment and parts ($95 million). While U.S. exports to 
Indonesia were higher in almost all categories in 1982 than in 1981, 
the largest growth came in the area of machinery and transport 
equipment which more than doubled from $444 million in 1981 to $970 
million in 1982. Major gains in this category came in aircraft and 
parts (from $54 million to $263 million), in steam boilers and power 
units (from $5 million to $68 million), in civil engineering and 
contractors equipment (from $77 million to $115 million), in pumps 
(from $34 million to $76 million) and in internal combustion engines 
and parts (from $27 million to $95 million). 


The above categories are areas of U.S. competitive strength that 
should be maintained. Recent market research conducted by the Foreign 
Commercial Service has further identified 12 product categories which 
we believe offer the best sales prospects for U.S. equipment. The 
categories are aircraft and parts, avionics and ground support 
equipment, telecommunications equipment and systems, computers and 
peripherals, medical instruments and supplies, electric power 
generating and distribution equipment, food processing and packaging 
equipment, commercial maritime equipment, agricultural machinery and 
equipment, metalworking equipment, construction machinery and 
equipment, and pumps, valves and compressors. The U.S. market share of 
these equipment categories (i.e. 601 million dollars out of Indonesian 
imports in 1982 of 2,255 million dollars) averaged 27 percent of total 
imports as opposed to a U.S. share of 14 percent of the total 
Indonesian import market. 


COUNTERTRADE AND OTHER REGULATIONS 


American firms interested in competing for large Indonesian 
contracting and tendering opportunities should be aware of government 
measures which seek to promote local industry, "Pribumi" (i.e. native 
Indonesian) entrepreneurship, the transfer of technology, promotion of 
non-oil exports, and increased employment. KEPPRES 10, issued in 
January 1980, established a procurement guidance team which reviews all 
government procurement contracts over Rp. 500 million ($500,000) for 
price and compliance with government policies to promote domestic 
products and services. KEPPRES 14A, issued in March 1980, regulates 
the expenditure and management of state budget funds to ensure that the 
provisions which establish preferential treatment for domestic 
suppliers are observed. In awarding major contracts, the Indonesian 
government examines other factors in addition to price, quality, and 
delivery terms. Of particular importance is the use of local materials, 
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the development of local contracting expertise and the employment of 
Indonesian nationals at all levels. 


In addition to these measures, the government has announced that 
willingness to help stimulate Indonesian non-oil exports would be 
another factor taken into consideration in awarding contracts. This 
export countertrade policy was an additional export promotion measure 
formally adopted in January 1982. The policy links contracts in excess 
of Rps. 50G million ($500,000) executed by the government, 
nondepartmental government institutions, and state enterprises which 
are financed by foreign exchange from the state budget or export 
credits to.an obligation by the foreign exporter to purchase an equal 
amount of certain Indonesian export commodities. Indonesian non-oil 
commodities which may be used to meet the countertrade requirement are, 
among others, rubber, coffee, pepper, tobacco, dried cassava, cement, 
sawn timber, plywood, other processed wood products, and certain 
textile products. Minister Rahmat Saleh recently reported to 
Parliament that the total value of counter-purchase contracts signed 
since January 1982 totalled over 742 million dollars of which 225 
million dollars had actually been exported. 


PROJECT FINANCING 


World Bank and Asian Development Bank projects in Indonesia 
continue to be of considerable interest to American business. Many of 
these projects have provided sales and service opportunities for 
competitive firms while other projects concentrated in infrastructure 
and training are providing the foundation for viable private sector 
development in the future. Combined World Bank and ADB loans to 
Indonesia were over 1.1 billion dollars in 1982 and will likely remain 
at 1-1.3 billion dollars annually for the next few years. 


As the Indonesian current account continues in deficit, project and 
export credit financing will become even more important than they have 
been in the past. This factor will tax the creativity of American 
business, banking, and the Exim Bank to compete with increasingly 
aggressive European and Japanese competition which often offers mixed 
credits or financing on soft terms. Exim has however been very active 
in the Indonesian market during the past year. Recent credit 
commitments included a $292.5 million credit for Cilacap Refinery, a 
$31 million credit for Balikpapan Refinery, a $48 million credit for 
electric locomotives and a $17 million credit for pharmaceutical 
laboratory equipment. In addition, preliminary commitments outstanding 
to American companies total between $300-400 million. 


Maintaining the American export level to Indonesia realized in 1982 
will require sound market analysis and aggressive salesmanship of 
quality products at competitive prices and terms. Fortunately, 
American banks and other financial institutions are well suited to 
offer guidance on doing business in Indonesia as well as credit and 
financing assistance. The four full-service U.S. banks are well-placed 
to provide a full range of banking services in Jakarta. There are 10 
U.S. Bank representative offices who have people in Jakarta to respond 
to the needs of American exporters. In addition to the above, several 
American banks have participation in Indonesian non-bank financial 
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institutions which permit them to service customers outside of 
Jakarta. In the last 18 months or so ten American joint-venture 
leasing companies have been established in response to new legal 
regulations and financing opportunities in Indonesia. American 
exporters should look into this new financing mechanism aS 4 way to 
improve their position in the Indonesian market. 


COMPETING FOR SALES - MARKET ACCESS ISSUES 


There have been a number of recent developments in the Indonesian 
market place that are of interest to American exporters. These issues 
will be summarized below. Further information can be obtained from the 
U.S. Department of Commerce or the U.S. Embassy. 


-- Import Licensing: The Minister of Trade and Cooperatives has 
issued a series of regulations beginning on November 1, 1982 imposing 
registration and reporting requirements on local agents for a number of 
products and requiring certain products to be imported by State Trading 
Companies. Products covered include heavy equipment, automotive spare 
parts, consumer electronic equipment, textile machinery, industrial 
machinery, chemicals and metal products. Additional regulations 
covering foods, beverages and other "non-essential" items were issued 
in late December, 1982. These regulations do not impose import 
controls, but create the legal framework should the government so 
desire in the future. Supplemental rulings have also been issued 
requiring certain products to be imported by State Trading Companies. 
In some cases the state companies have been willing to handle the 
import on behalf of existing importers for a commission. In other 
cases they have sought to source outside of existing channels and thus 
cut out traditional suppliers' products subject to these monopolies. 
Assignments include steel, food and liquor, as well as lubricating oils. 


-- Sole Agency: The Department of Industry in July, 1982 issued 
revised decrees reinforcing the requirement for the appointment of a 
"Sole Agent" for certain industrial products including automotive 
equipment, heavy construction equipment and consumer electronics and 
household appliances. While the revised decrees incorporated some 
improvements over the existing sole agency regulations, they provide 
considerable protection for the Indonesian agent in terms of length of 
contract, termination and compensation due them on termination. The 
new regulations on balance make it more difficult for foreign 
principals to change local representation. Thus a U.S. company should 
take considerable care in the critical process of selecting an agent. 


-- Industrial Property Rights: Indonesia recently enacted a copyright 
law for the protection of locally published materials and is 
considering joining the Vienna Convention for the protection of 
materials published abroad. Indonesia's trademark law operates on the 
rinciple of first registration. There have been cases of registration 
j local entrepreneurs of international trademarks for local use. The 
Indonesian trademark office is trying to institute a system to weed out 
such applications. Indonesia's first patent law was in final draft 
form in November of 1983 and was undergoing final interagency review 
prior to being submitted to Parliament. Up to the present, a system of 
patent registration has been in effect to establish priority for 
protection under the eventual law. 
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-- KEPPRES 18/82: This Presidential Order on shipping requires all 
Indonesian government imports and exports to be carried on Indonesian 
bottoms. This policy has a number of implications for U.S.-Indonesian 
trade including import and export competitiveness, the interest of 
shipping lines and AID and Exim Bank regulations. Consultations 
between the Indonesian government and a number of other governments, 
including the U.S., have been held on the implications of this new 
order. 


MAJOR OPPORTUNITIES: REPELITA IV (1984-89) 


The major adjustment policies undertaken by the government during 
1982 and 1983 have affected export sales to Indonesia. With the 
continuation of these policies in response to external conditions and 
the current preoccupation of the government with the FY 84/85 budget 
(the first year of Repelita IV) and the finalizing of the Plan itself, 
it is still too early to outline future major project opportunities. 
President Soeharto, however, in his August 16 Independence day speech 
emphasized certain areas that will clearly receive priority attention 
in Repelita IV. In agriculture, the President said, emphasis will be 
placed on improving and expanding production of agricultural products 
for both the domestic and export markets. This will include attention 
to development of critical and arid lands for expanded food crop 
production as well as improvement and expansion of irrigation systems. 
Closely related to this agricultural development program is the planned 
development of communications aimed at improving connections between 
producing regions and marketing centers and supporting the opening of 
new centers of economic activity and settlement in isolated, under 
developed and border regions. 


The President said plans for the manufacturing sector continue to 
emphasize industrialization with promotion of increased production, 
greater job opportunities and promotion of more manufactured exports. 
Manufacturing processes which are labor-intensive without sacrificing 
quality or output will be given priority by the government. The 
President stressed the need to produce more industrial machinery 
domestically, particularly machinery for agricultural production and 
processing. According to the President, the maritime, aviation, heavy 
equipment, electronics and defense industries will also be developed 
and expanded. The government will also seek to step up mining 
development in order to increase exports of mineral products, 
emphasizing investment in mineral processing industries to increase 
value added. The President also stated that the government will 
continue its program to diversify energy sources away from oil by 
further developing coal, hydropower, geothermal, biomass, and other 
non-oil energy resources. 


Given expected capital investment constraints on the public sector, 
the Indonesian private sector will likely become a more important 
development partner during the Fourth Plan than it was in previous 
plans. Thus, American companies contemplating business activity in 
Indonesia should focus more strongly than before on the private as well 
as public sector. The private sector interest in cement, agrobusiness, 
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forestry and wood products is especially pronounced and offers 
excellent sales opportunities for American firms. The government is 
encouraging investment in backward and forward linkages in areas such 
as automotive manufacturing, agro-industry and marine products. 
Electronics and textiles are other industries undergoing government 
sponsored assessments and expansion encouragement. There is 
considerable American private investment interest in many of these 
areas which would likely increase the chances for American follow-on 
sales. American firms interested in actively following Indonesian 
projects should visit the area regularly and consider appointing an 
aggressive Indonesian agent. 


Interested U.S. firms should request from the U.S. Department of 
Commerce the Embassy's periodic comprehensive major projects list, 
which is updated regularly. This list, in addition to describing 
projects by name and noting estimated cost, also identifies the funding 
source, projected agreement/contract date, status, and the name and 
address of key contacts. Firms wanting to sell in Indonesia will also 
be interested in the schedule of trade promotion events planned in 
Indonesia. Upcoming events include catalog exhibits, video catalog 
shows, technical seminars, trade missions and trade exhibitions. 

Themes include business equipment, electronics, construction equipment, 
helicopter services, auto parts and hospital and health care 

equipment. These events offer an excellent opportunity for entering 
the Indonesian market. 


Detailed and up-to-date information on market prospects and selling 
in Indonesia, as well as the above exhibitions and Foreign Commercial 
Service-sponsored participation in them can be obtained from any of the 
district offices of the U.S. Commercial Service located throughout the 
United States. Particularly useful for newcomers to the market is a 
Commerce Department publication entitled, "Marketing in Indonesia". 
Studies on a number of sectors and product categories in the Indonesian 
economy are also available. Companies and their representatives will 
also find the commercial and economic sections of the American Embassy 
in Jakarta and the American Consulates in Surabaya and Medan valuable 
sources of information, assistance, and advice on doing business in 
this market. We suggest that those businesspeople planning to travel 
to Indonesia write or telex the Embassy's commercial section at least 
three weeks before their visit to ensure that any business appointments 
they wish to schedule or assistance they require can be provided or 
arranged prior to their arrival. We also recommend that business 
travelers make hotel reservations in Jakarta, Medan, or Surabaya prior 
to arrival. The Embassy's address is: American Embassy, Medan Merdeka 
Selatan 5, Jakarta, Indonesia. Businesspeople writing from the United 
States are encouraged to use the APO: American Embassy, Box 1, APO San 
Francisco 96356. The Bnbassy's telephone number is 340001-9 and telex 
number is 44218 AMEMBJKT. 


® U.S. GOVERNMENT PRINTING OFFICE: 1984-421-007:596 





Th h f . 
Confused about Export The Export Administration Regulations, 
8 = = "% eae “e a oa ns 
xports of U.S. ucts, 
L i ce n Sl n Gg Req ul | reme nts ws vase quaint on wiih licensing 
requirements: 


e When is an export license necessary? 

e When is it not necessary? 

e How do | obtain an export license? 

e What policies are followed in consider- 
ing license applications? 

e How do | know when the policies 


See8 8 change? 


a icti 'e 
ean . e . : e Are there restrictions on exports to cer 


tain countries? 

e Are restrictive trade practices and boy- 
cotts prohibited? 

e Do | need a license to ship technical 
data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


Use the order blank below to begin your sub- 
scription to the Export Administration Reg- 
ulations. 


SUBSCRIPTION RATES 


In the United States $ 95.00 
To foreign countries 


All Bulletins sent first class to both 
foreign and domestic addresses. Air- 
mail service not available. 


| SRS eR SN ER SEY AE SS ERE ES TT TL Te a a a a ae a a a a a aI 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is $____———qvC. check, “ie 
CO money order, or charge to my Total charges $______ Fill in the boxes below. 
Deposit Account No. 


Sredit 


[TIITI1T M) Card No. ( dcdechaheckshthshedicihchalaleiienal 
Expiration Date 
a Month/Year Ld. 


Please send me set(s) ot the U.S. Department of Commerce Export Administration Regulations For Office Use Only 
and supplementary Export Administration Bulletins for the publication period beginning October 1, 1983. 


Quantity Charges 
Name—First, Last Enclosed 


ttt tit To be mailed .. 
ompany name or additional address line Subscnptions 


Postage 
treet address Foreign handling 
MMOB 


ity late ZIP Code — ccae 
ALI Et LY Lid Lhe UPNS 
(or Country) Orscount 
| | | | | | | | | | | | | | | | | | | | | | | | | | | | | | Retund 


PLEASE PRINT OR TYPE 





oe 




















